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Description 
Since the end of the 80s, there is the wish at European level, but also amongst certain UE member states, to de-
regulate the traditionally monopolistic and regulated electricity sector in the member states and to open it up for 
competition at European level. Great-Britain was the first UE member state to take initiatives in this regard, and 
together with the approval of the first electricity directive in 1996, the rest of the UE also took a definitive step in that 
direction. In spite of lots of legislation, regulations and initiatives oriented towards a better market organization and 
functioning (e.g. regional initiatives, fora of regulators, investment programs in cross-border transmission capacity, …), 
the European authorities and regulators did, however, up till now not succeed in integrating the electricity markets of 
the UE and to open them up for real to competition. The industrial consumers in Europe are today confronted with a 
more and more increasing competitive handicap regarding electricity costs, compared to the rest of the world, 
partially because the markets have to a great extent remained national ones and without real competition, and 
partially because of the surcharges that several authorities lay on electricity consumption (public service obligations, 
climate policy, social measures …). 
 
The electricity market is certainly not easy to liberalize: 

• Electricity is virtually not storable and has therefore to be produced at the same moment as it is consumed; 
moreover, it can only be transported over grids, with all the technical limitations that go with it.  

• Europe is far from being an integrated market, but rather a patchwork of national ones, often still dominated by 
historical players; the way in which cross-border transmission capacities are ruled, hinder the evolution towards 
an efficient uniform market because each congestion, even short or on one border, leads to uncouple the national 
markets.  

• The pricing mechanism is not mature yet; both spot and forward markets are not sufficiently efficient and do not 
succeed in gaining the confidence of the end consumers. In studies and reports, regulators, consultants and other 
observers more and more point out the lack of maturity, liquidity and transparency of the actual pricing 
mechanisms. Moreover, the current market does not offer the products that correspond to the industry needs 
(eg. peak load products, long term contracts …). 

• In general, the authorities continue to consider the energy sector as a “strategic” sector, and do not succeed in 
making an unambiguous policy choice to liberalize. The choice of fuel mix, public service obligations, shareholders 
and dividends of system operators thus remain in lots of countries important for the authorities, which does not 
always stimulate the process of liberalization. In addition, aiming at a drastic and efficient climate policy and 
improving energy efficiency, which are worthy objectives as such, sometimes are contrary to a free market. And 
last but not least, the member states too often continue to put, as energy (no “European” issue) is concerned, 
national interests above European integration; 

• The demand to reform the market has recently increased. The increasing share of intermittent, non-secure 
electricity production, the priority on the grid of renewable energy sources and the absence of investment in 
additional secure installations, has led to a bigger price volatility on the market, an increasing demand towards 
flexibility (both from the offer and demand side, but also through storage) and a lowered cost-effectiveness of the 
existing classic production plants.  More and more parties therefore insist on introducing capacity remuneration 
mechanisms in order to keep production capacity available. 

 
In its “Winter Package – Clean Energy for All Europeans” (see https://ec.europa.eu/energy/en/topics/energy-strategy-
and-energy-union/clean-energy-all-europeans), the European Commission made several new proposals to establish a 
modern design for the EU electricity market, adapted to the new realities of the market – more flexible, more market-
oriented and better placed to integrate a greater share of renewables. These reforms include modifications to 
generators’ balancing responsibilities, minimum requirements for the availability of interconnectors, additional rights 
for end consumers to valorize their flexibility in the market, conditions for the introduction of capacity remuneration 
mechanisms, etc…. The proposals still have to be finally transposed into national legislation.   
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Objectives of Febeliec 
The (not equivocally positive) experience with the liberalization and decision process at European and national level 
have created a lot of doubts in the minds of the industrial consumers about the sense and nonsense of the 
liberalization and about a possible market model that would allow real competition and lead to competitive prices. On 
the basis of this experience, Febeliec has worked out its own recommendations that should lead to a well-functioning 
market. These recommendations are the following: 

1. A transparent and efficient pricing mechanism 
For Febeliec, the spot market is the nervous center of a well-functioning electricity market. In this market, 
where demand and offer meet each other close to real time, the time dimension is of crucial importance. 
Contrary to a lot of other commodities, electricity is virtually not storable, so that the electricity that is 
produced at a certain moment but which is not sold cannot be recovered afterwards. This makes it very 
attractive for producers to temporarily shut down certain facilities; the opportunity cost of this is often more 
than compensated by the higher price that is gained from produced quantity in other units. It is therefore of 
utmost importance that speculation or gaming on this market be avoided at all costs, and that in this way, the 
industrial risk is for the producer and is not passed through to the consumer. Febeliec therefore pleads for a 
“supply or explain”-mechanism, where the producer must clearly and immediately justify whenever he does 
not offer still available capacities on the day-ahead market at cost +. Regulators and/or the authorities of 
competition must have the required competency to supervise this.  
A correctly functioning day-ahead market will automatically lead to a better functioning forward market. In 
the end, forward prices are nothing more or less than spot prices + or – an estimated risk on price increases 
or decreases. When the producer knows that he will have to offer his non-sold capacity on the spot market, 
the industrial risk shifts towards him and he will try to sell as much capacity as possible beforehand, which 
will benefit competition. In those circumstances, Febeliec does not see why limitations should still be 
imposed on long term contracts, even cross-border ones, unless of course they aim to limit the free choice of 
the consumer.  
For the intraday market, Febeliec pleads for a system that allows compensating for unexpected disequilibria 
by means of a market mechanism. This system would then become a purely corrective mechanism that 
should intercept the unexpected evolutions after the clearing on the day-ahead market in the most efficient 
way. If this system works well, the OTC (over the counter) transactions outside the exchanges will no longer 
be useful.  
Febeliec thinks that the current market is not mature for organizing balancing on a market basis. She 
therefore suggests to leave it to the TSOs (transmission system operator) to solve real time unbalances on a 
regulated basis and if necessary with its own production capacities. If external production capacities are 
needed, this should happen on the basis of the merit order and against cost plus. 

2. Market integration 
The objective of the liberalization process was to come to one single European uniform market for electricity. 
Through the regional initiatives, transitory phases were put into place without however giving up the final 
objective. Febeliec observes that the model of market coupling with explicit or implicit auctioning of border 
capacities is more and more used as basis model to bundle international markets into bigger entities. But at 
the same time, she observes that this model leads per definition to price divergences each time there is a risk 
of or there are congestions on the borders concerned. The market coupling model can therefore only lead to 
a single pricing region if the congestion is completely eliminated, an objective that cannot be realized in the 
near future. Febeliec therefore wishes to put forward another model (market integration) in which there are 
regional pricing zones whit a unique electricity price at each moment. This requires eliminating the 
“electrical” borders between the different (often national) regulation zones. 
To this end, Febeliec suggests to apply the same very well-known mechanisms with which the congestions 
inside the regulation zones are tackled. First of all, congestions are thus avoided before they are “managed”. 
Ideally, one single regional TSO is designated for this (but a very intensive cooperation between TSOs is also 
possible), who avoids congestions by in the first place investing in additional net capacity, and solves them by 
re-dispatching production capacities at full cost.  
The decongestion costs are by preference socialized over the whole region. If this policy is not possible, they 
can be attributed to the sub region who is importing, either by socializing them in that sub region, either by 
integrating them in the tariffs. In this last case, Febeliec pleads that at least a part (50%?) of these 
decongestion costs be attributed to the producers. This would indeed give a useful locational investment 
signal.  
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3. Structural measures 
Besides the specific measures as mentioned above, it remains important for Febeliec to continue working on 
reinforcing a certain number of structural measures aiming at a better and more efficient market functioning. 
Febeliec thinks a.o. about the following: 

• To guarantee a non-discriminatory access to the grids, a.o. by means of an adequate unbundling; 

• To guarantee the independency of the regulators and to give them all required powers; 

• The continue reinforcing the transparency obligations; 

• To create a sufficiently attractive framework for new investments, in the grids as well as in 
additional production capacities, where a lack in production capacities must absolutely be avoided; 

• To improve the functioning of the natural gas market; 

• To focus the energy policy on a certain number of clear objectives (a.o. concerning the choice of 
fuel, market functioning, shareholdership, regulators …) and to stimulate more European 
harmonization; 

• To avoid additional market disturbances by introducing capacity remuneration mechanisms or 
capacity markets.  
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